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Business Situation

Preliminary Estimates for the Second Quarter of 2002

RELIMINARY estimates of the national income
and product accounts (NTPA’s) show a slowdown

in economic growth similar to that reported in last
month’s “advance” estimates.
« Real gross domestic product (GDP) increased 1.1
percent in the second quarter of 2002 after increas-
ing 5.0 percent in the first quarter (table 1 and chart
1).! For the two quarters taken together, growth
averaged 3.1 percent.

+ Gross domestic purchases increased 2.7 percent
after increasing 5.6 percent.

« Real disposable personal income increased 3.7 per-
cent after increasing 14.6 percent.
Inflation stepped up, as the price index for gross do-

This article was prepared by Daniel Larkins, Frederick
von Batchelder, and Janet Kmitch.

Table 1. Real Gross Domestic Product, Real Gross Domestic Purchases,

and Real Final Sales to Domestic Purchasers
[Seasonally adjusted at annual rates]

Billions of chained (1996) dollars

Percent change from

Level Change from preceding quarter
preceding quarter
2002 2001 2002 2001 2002
I 1l \% | I 1l \% | 1l
Gross domestic product................ 9,389.6 | 6.7 | 62.4 |114.4| 26.4|| -0.3 27| 5.0 1.1
Less: Exports of goods and
SErvices.... 1,060.9 | -50.8 [ —26.2 8.8 | 303||-17.3 | -9.6 35| 123
Plus: Imports
SBIVICES oo 1,555.0 | -46.6 [-19.8 | 29.9| 77.9||-11.8| 5.3 85| 22.8
Equals: Gross domestic
PUFCNASES ..o 9,843.7 | -1.3 | 69.5132.9| 65.5|| 0.1 29| 56| 2.7
Less: Change in private inventories 73| -35[-36.6| 695 | 36.2||cccecre | ceverer | covvirens [ e
Equals: Final sales to domestic
PUrchasers ... 9,826.7 | 1.6(102.0 | 72.1| 32.3|| 01| 43| 3.0 13
Personal consumption
expenditures.... 6,543.8 | 229 | 931 | 49.8 | 30.0 1.5 6.0 341 1.9
Durable goods .. 9812 | 10.2| 694 (-16.1 53 46| 336| -6.3 2.2
Nondurable goods 1,921.9 6.0 16.7| 36.4 0.5 1.3 3.6 7.9 0.1
Services................ 3,666.1 82| 191 256 239 0.9 2.1 2.9 2.7
Private fixed investment 15718 (178 (373 | -20| -46|| 43| 89| 05| -1.2
Nonresidential . 1,180.7 [ -19.3 [ -35.3 | -180| -7.7|| -6.0 |[-109 | 58 | -2.6
Structures.... . 231.6 19(-236| -95|-11.6 2.91-301|-14.2 [-17.7
Equipment and software.... 961.0 | -235| 6.1 | -6.6 73| 92| 25| 2.7 31
Residential..........cccocovvvinnnnee 385.7 03| -33| 126 21 04| 35| 142 2.3
Government consumption
expenditures and gross
investment... 1,7034 | 47| 41.2| 228 6.1([ -1.1] 105 5.6 14
Federal......... 609.0 1.7 183 106| 11.2 12| 135 74 7.7
National de 395.7 411 125 105 7.2 46| 143 116 7.6
Nondefense . 2133 | 24 59 0.2 40(| 45| 121 04 7.7
State and local. 1,0944 | 61| 230 122 | -49|| -2.3 8.9 46| -1.8
Addendum: Final sales of
d ic product 9,372.9 | -3.8| 94.4| 545| -6.5||-0.2| 42| 24| -03

Note. Chained (1996) dollar series are calculated as the
product of the chain-type quantity index and the 1996
current-dollar value of the corresponding series, divided by
100. Because the formula for the chain-type quantity
indexes uses weights of more than one period, the corre-
sponding chained-dollar estimates usually are not additive.

Chained (1996) dollar levels and residuals, which measure
the extent of nonadditivity in each table, are shown in NIPA
tables 1.2, 1.4, and 1.6. Percent changes are calculated
from unrounded data. Percent changes in major aggregates
are shown in NIPA table S.1. (See “Selected NIPA Tables,”
which begins on page D-2 in this issue.)

mestic purchases increased 2.2 percent after increasing
1.2 percent.

1. Quarterly estimates in the NIPA’s are expressed at seasonally adjusted
annual rates. Quarter-to-quarter dollar changes are the differences between
the published estimates. Quarter-to-quarter percent changes are annualized
and are calculated from unrounded data unless otherwise specified.

Real estimates are calculated using a chain-type Fisher formula with
annual weights for all years and quarterly weights for all quarters; real esti-
mates are expressed both as index numbers (1996=100) and as chained
(1996) dollars. Price indexes (1996=100) are also calculated using a
chain-type Fisher formula.
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2 Business Situation

The preliminary estimate of GDP growth is the
same as the advance estimate; the preliminary estimate
of the growth of gross domestic purchases is only 0.1
percentage point less than the advance estimate.? The
preliminary and advance estimates are also similar in
many other respects. In both, for example, the deceler-
ation in GDP growth was mainly accounted for by
slowdowns in inventory investment, consumer spend-
ing, and government spending.’ In addition, imports
(which are subtracted in the calculation of GDP) accel-
erated sharply. According to the preliminary estimates:

« A swing from inventory liquidation to inventory
accumulation contributed 1.40 percentage points to

GDP growth in the second quarter; in the first quar-

ter, a sharp cut in the pace of liquidation had con-

tributed 2.60 percentage points to growth (table 2).

« Consumer spending contributed 1.28 percentage
points to second-quarter growth after contributing

2.22 percentage points to first-quarter growth. Con-

sumer purchases of durable goods turned up, and

purchases of services increased almost as much as in
the first quarter, but purchases of nondurable goods
were flat after a sharp first-quarter increase.

« Government spending contributed 0.27 percentage
point to growth after contributing 1.04 percentage

2. The source data underlying the revision to GDP and its components
are discussed in the section “Revisions.”

3. In this article, “consumer spending” is shorthand for the NIPA series
“personal consumption expenditures,” “government spending” is short-
hand for “government consumption expenditures and gross investment,”
and “inventory investment” is shorthand for “change in private invento-

o
ries.

Table 2. Contributions to Percent Change in Real Gross

Domestic Product
[Seasonally adjusted at annual rates]

2001 2002
1 \% | I
Percent change at annual rate:
Gross domestic product..... -0.3 2.7 5.0 1.1
Percentage points at annual rates:

Personal consumption expenditures 0.97 4.05 2.22 1.28
Durable goods....... 0.36 2.45 -0.55 0.18
Nondurable goods . 0.25 0.73 1.57 0.02
Services 0.35 0.87 1.20 1.08

Gross private domestic investment . -0.81 —2.88 2.53 1.22
Fixed investment.... -0.72 -1.49 -0.07 -0.18

Nonresidential -0.73 -1.33 -0.66 -0.28
Structures.. 0.10 -1.12 -0.44 -0.53
Equipment -0.83 -0.21 -0.22 0.25

Residential. 0.02 -0.16 0.60 0.10

Change in priv -0.09 -1.39 2.60 1.40

Net exports of goods and services .. -0.24 -0.28 -0.75 -1.65

Exports -1.94 -0.99 0.33 1.12
Goods -1.49 -0.56 -0.23 1.02
Services -0.45 -0.42 0.56 0.10

Imports 1.70 0.70 -1.08 -2.77
Goods 1.17 0.37 -0.40 -2.80
Services 0.53 0.33 -0.68 0.03

Government consumption expenditures and
gross investement .........occcoeveeeeeeienns -0.21 1.85 1.04 0.27
Federal 0.07 0.80 0.47 0.49

National defense 0.18 0.54 0.46 0.31

Nondefense ... -0.11 0.26 0.01 0.18

State and local... -0.28 1.05 0.56 -0.22

Note. More detailed contributions to percent change in real gross domestic product are shown in
NIPA table 8.2. Contributions to percent change in major components of real gross domestic product
are shown in tables 8.3 through 8.6.

September 2002

points. Federal Government spending increased a

little more than in the first quarter, but State and

local government spending turned down.

The advance and preliminary estimates also agree
on the following important points.

« Final sales of domestic product—GDP less inven-
tory investment—decreased modestly after increas-
ing.

« Inventory stocks increased after substantial liquida-
tion in each of the preceding five quarters.

« The production of structures turned down; in con-
trast, the production of services increased a little
more than in the first quarter (table 3). The produc-
tion of goods weakened (in the preliminary estimate
it slowed, and in the advance it turned down).

« Imports increased more than twice as much as
exports.t

« The personal saving rate, which is measured as per-
sonal saving as a percentage of current-dollar dis-
posable personal income, increased (to 3.9 percent
in the preliminary estimate). The national saving
rate, which is measured as gross saving as a percent-
age of gross national product and which is not avail-
able until the time of the preliminary estimate,
slipped to 15.5 percent from 15.6 percent, the sev-
enth consecutive decrease (from a peak of 18.5 per-
cent in the third quarter of 2000).

« Real final sales of computers turned up. Real motor
vehicle output increased less than in the first quar-
ter (table 3).

4. Imports of goods and services are included in gross domestic purchases

but not in GDP. Exports of goods and services are included in GDP but not

in gross domestic purchases.

Table 3. Real Gross Domestic Product by Type of Product
[Seasonally adjusted at annual rates]

Billions of chained (1996) dollars
Percent change from
Level Change from preceding quarter
preceding quarter
2002 2001 2002 2001 2002
Il 1} \% | I 1] \% | 1]
Gross domestic product............. 9,389.6 | -6.7 62.4 1144 | 26.4|| -0.3 27| 50( 11
Goods 36772 |-138| 37.9| 726 6.4(] -15| 43| 83| 07
Services.. 49408 | 212| 382| 341| 376(| 18| 32| 28| 3.1
Structures... 7746 | -149| -11.3| 11.6| -175|| -71| -56| 6.1 | -86
Addenda:
Motor vehicle output .............. 347.7 8.0 12.4 79 72| 107 163| 99| 87
Gross domestic product
less motor vehicle output | 9,042.7 | -14.0 51.2106.9| 20.1|| -0.6 23| 49| 09
Final sales of computers......... | vvceeecee | ovveee | vvivees | eveiene | e -53| 289 -78| 15.6
Gross domestic product
less final sales of
COMPULETS ...ceeerriccs | e | v | e | e | v -0.2 26| 51 1.0

Nore. See note to table 1 for an explanation of chained (1996) dollar series. Chained (1996) dollar levels and residuals

for most items are shown in NIPA table 1.4. Detail on motor vehicle output is shown in NIPA table 8.9B.
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Personal Consumption Expenditures
Real personal consumption expenditures increased 1.9
percent in the second quarter after increasing 3.1 per-
cent in the first (table 4 and chart 2).

The slowdown was accounted for by expenditures
for nondurable goods, which changed little after jump-
ing 7.9 percent (the biggest increase in more than 25
years). Food, clothing, and energy goods all turned
down, and “other” nondurable goods increased less
than in the first quarter. The downturn in food was ac-
counted for both by restaurant meals and by food pur-
chased for consumption at home.’> The downturn in

Table 4. Real Personal Consumption Expenditures
[Seasonally adjusted at annual rates]

Billions of chained (1996) dollars
Percent change from
Level Change from preceding quarter
preceding quarter
2002 2001 2002 2001 2002
I 1 \% | I 1} \% | ]
Personal consumption
expenditures...........c......... 6,543.8 | 22.9| 93.1 49.8 | 30.0 1.5 6.0 3.1 1.9
Durable goods ...........cccee.e. 981.2 | 102 | 694 | -16.1 5.3 46| 336| -6.3 2.2
Motor vehicles and parts 369.2 33| 476| -304| -08|| 38| 66.0(-27.1| -0.9
Of which:
New autos................ 1058 | -21| 17.0| -125| -1.0|| =79 | 85.0 (-359| -3.7
New light trucks....... 128.7 55| 306| -158| -3.1|| 21.5| 153.1 |-36.4 | -9.2
Furniture and household
. 67| 141| 146 74|| 70| 149 149| 71
08| 39 53 off 19| 91| 124| o1
,921. 60| 167| 364 05| 1.3 36| 79| o041
. -3.1 2.8 143 11| -14 1.3 6.6 | -0.5
Clothing and shoe 355.7 2.4 7.7 11.0| -01 29 95| 135| -0.2
Gasoline, fuel oil, and
other energy goods 3.6 15 38| -1.9(| 101 40| 105| -4.8
81 2. 3.0 55 8.1 36| 25 46| 66| 28
Services § 82| 191 256 | 239 0.9 2.1 29 2.7
Housing... . 2.0 25 4.4 45 0.9 1.2 21 2.0
Household operation : 04| -42 36 1.6 04| -43 3.9 1.7
Electricity and gas ....... 1336 | -0.6| -22 33 01| -1.8| -6.4| 104 0.5
Other household
operation .. 249.5 10| -21 0.2 15 15| -32 0.4 24
Transportation .. 2503 | -25| -1.4 23| -06|| 40| -22 38| -1.0
Medical care 9746 | 11.6| 106 85| 112 5.1 4.6 3.6 47
Recreation 2370 -1.0 2.7 0.8 141 1.7 4.8 13 24
Other?® 9411 | -25 8.2 6.1 58| -1.0 3.6 2.7 25

1. Includes jewelry and watches, ophthalmic products
and orthopedic equipment, books and maps, bicycles and
motorcycles, guns and sporting equipment, photographic
equipment, boats, and pleasure aircraft.

2. Includes tobacco, toilet articles, drug preparations and
sundries, stationery and writing supplies, toys, film, flowers,
cleaning preparations and paper products, semidurable
house furnishings, and magazines and newspapers.

3. Includes personal care, personal business, education
and rlesearch, religious and welfare activities, and net foreign
travel.

Note. See note to table 1 for an explanation of chained
(1996) dollar series. Chained (1996) dollar levels and resid-
uals are shown in NIPA tables 2.3 and 8.9B (motor vehicles).
Pebrlcegt1changes in major aggregates are shown in NIPA
table S.1.

SURVEY OF CURRENT BUSINESS 3

clothing was mainly accounted for by a downturn in
purchases of women’s clothing; a downturn in pur-
chases of shoes and a slowdown in purchases of cloth-
ing for men and boys also contributed. The downturn
in energy goods was mostly accounted for by purchases
of gasoline.

5. Technically, “purchased meals and beverages” and “food purchased for
off-premise consumption.”

CHART 2
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4 Business Situation

In contrast to the slowdown in nondurable goods,
expenditures for durable goods turned up, and expen-
ditures for services increased about the same as in the
first quarter.

In durable goods, motor vehicles decreased much
less than in the first quarter; the first-quarter decrease
had represented a return to more-normal levels after
an exceptional fourth-quarter surge. Furniture and
household equipment and “other” durable goods
slowed substantially.

In services, a slowdown in purchases of electricity
and gas and a downturn in transportation purchases
(mainly airline travel and motor vehicle leasing) were
largely offset by a step-up in purchases of medical care
(more than accounted for by hospitals).

Factors frequently considered in the analysis of con-
sumer spending were generally favorable in the second
quarter (chart 3). Real disposable personal income in-
creased 3.7 percent in the quarter and was 5.0 percent
higher than a year earlier. (During the expansion of the
1990s, its average annual rate of growth was 3.1 per-
cent.)® The Index of Consumer Sentiment (prepared
by the University of Michigan’s Survey Research Cen-
ter) edged higher after increasing in the first quarter—
its first quarterly increase since early 2000. The unem-
ployment rate held steady—albeit at its relatively high
first-quarter rate of 5.9 percent.

6. In this article, the expansion is assumed to have begun after the trough
in real GDP in the first quarter of 1991 and to have extended to the peak in
real GDP in the fourth quarter of 2000.

September 2002
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Private Fixed Investment
Real private fixed investment decreased for the seventh
consecutive quarter, though the two most recent de-
creases were smaller than those that preceded them
(table 5 and chart 4).

Nonresidential fixed investment. Equipment and
software increased for the first time since the third
quarter of 2000, but structures posted another sizable
decline.

Information processing equipment increased al-
most twice as much as in the first quarter; software
turned up, and “other” information processing equip-
ment increased more than in the first quarter, but pur-
chases of computers slowed. “Other” equipment
increased in the second quarter after decreasing in the
first; construction equipment, furniture, and machin-
ery for mining and drilling contributed to the upturn.
Transportation equipment decreased less than in the
first quarter; motor vehicle purchases turned up, but
purchases of aircraft weakened further. Industrial

Table 5. Real Private Fixed Investment
[Seasonally adjusted at annual rates]

Billions of chained (1996) dollars
Percent change from
Level Change from preceding quarter
preceding quarter
2002 2001 2002 2001 2002
1l 1l \% | 1l 1] \% | I
Private fixed investment 1,571.8 | -17.8 | -37.3 | -2.0 | -4.6|| —4. -89 | -05| -1.2
Nonresidential -19.3|-353 | -18.0 | -7.7|| 6.0 | -10.9 | -5.8| -2.6
Structures.. 19|-236| -95|-11.6|| 29|-301|-142|-177
Nonresidential
buildings, including
farm... . 1482 | -9.0|-107 | -64 | -8.9|[-184 | -22.3 | -14.8 | -20.8
Utilities .. . 487 -18| -04 15| -21([-136| -27| 127|-157
Mining exploration,
shafts, and wells....... 29.9 13| -11| -46| -03|[ 163 |-12.1|-43.0| -35
Other structures............ 6.2 122|-120 0| -0.1 " " 17| -95
Equipment and software 961.0 | -23.5| -6.1| -6.6 73| 92| 25| 2.7 31
Information processing
equipment and
SOFtWAre.....oorvveeens 556.0 | -16.4 | -1.6 86| 156([-11.4| -12 6.7 120
Computers and
273.0 | -145| 188 | 18.8| 10.9(|-22.1 | 37.8| 34.8| 17.7
1832 -1.2 01| -16| 42|| -26| 03| -36| 99
. 1585 | -7.1| -74 29| 44[[-16.0]|-175 78| 11.9
Industrial equipment..... 1459 | -7.2| 45 36| —24||-173|-115| 104 | -6.3
Transportation
equipment ................ 1436 | -1.6| 54|-139| -79|| -39| 143 |-29.7|-19.2
Of which: Motor
vehicles .. 1217 -47| 15|-109| 59([-136| 48|-302| 21.8
Other ..... 140.0 04| -48| -16| 54| 1.1|-129| -46| 169
Residential. 3857 03| -33| 126| 21 04| -35| 142 23
Structures.. 376.0 04| -35( 124 21 04| 37| 144| 23
Single-family .. 198.1 1.0 2.8 59| 09| 21| -66| 129| 20
Multifamily.. 26.9 0 0.8 19| -01 04| 132 347| 1.3
Other struct 150.8 | -0.7| -14 45| 12|] 19| 40| 131 34
Equipment 9.8 0 0.2 0.1 0.1 03| 67 41 37

1. The percent change is not calculated for the third and
fourth quarters of 2001. As explained in the “Business Situ-
ation” in March and June 2002, leasing of properties at the
World Trade Center early in the third quarter makes the
calculation meaningless.

2. Includes new computers and peripheral equipment
only.

3. Excludes software “embedded,” or bundled, in
computers and other equipment.

4. Includes home improvements, new manufactured
home sales, brokers’ commissions on home sales, net
purchases of used structures, and other residential struc-
tures (which consists primarily of dormitories and of frater-
nity and sorority houses).

Norte. See note to table 1 for an explanation of chained
(1996) dollar series. Chained (1996) dollar levels and resid-
uals are shown in NIPA tables 5.5 and 8.9B (motor vehi-
cles). Percent changes in major aggregates are shown in
NIPA table S.1.

SURVEY OF CURRENT BUSINESS 5

equipment turned down.

In structures, nonresidential buildings decreased
more than in the first quarter, and construction by
utilities turned down. Mining exploration, shafts, and
wells decreased much less than in the first quarter.

The investment climate has generally been unfavor-
able in recent quarters. Both the capacity utilization
rate for manufacturing, mining, and utilities and do-
mestic corporations’ profits from current production
edged higher in the second quarter, but both series re-
mained 10 percent below the peak levels they had
reached in the expansion of the 1990s. Growth of real
final sales of domestic product remained below par; it
averaged 1.5 percent over the past four quarters, com-
pared with a 3.4-percent average over the most recent
expansion. Long-term interest rates have trended
down only modestly; for example, the yield on
high-grade corporate bonds has been flat over the past
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Business Situation

three quarters and is only about 1 percentage point
lower than 2 years ago (chart 5).

Residential investment. Real private residential in-
vestment increased 2.3 percent after surging in the first
quarter (table 5 and chart 4). Single-family and “other”
structures increased much less than in the first quarter,
and multifamily structures turned down. The decelera-
tion in “other” structures mainly reflected a slowdown
in brokers’ commissions on home sales.

CHART 5
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Inventory Investment

Real inventory stocks increased $7.3 billion in the sec-
ond quarter after decreasing $28.9 billion in the first
(table 6 and chart 6). The increase was the first since
the fourth quarter of 2000, and the $36.2 billion swing
from the first quarter to the second contributed 1.40
percentage points to GDP growth in the second quar-
ter.”

Inventory liquidation by manufacturers slowed to
less than half its first-quarter pace. In durable-goods
industries, slower liquidation by transportation equip-
ment manufacturers was the biggest factor in the slow-
down, but slower liquidation by computer
manufacturers and by manufacturers of primary met-
als also contributed. In nondurable-goods industries,
inventory liquidation gave way to accumulation; the
major contributor was a swing from liquidation to ac-
cumulation by food manufacturers.

Inventories of retailers increased more than in the
first quarter. The step-up reflected slower liquidation
by general merchandise stores, a swing from liquida-
tion to accumulation by food stores, and a faster pace
of accumulation by clothing stores and by motor vehi-
cle dealers. In contrast, building materials stores re-
duced their inventories in the second quarter after
increasing them in the first.

7. In the NIPA’s, the level of GDP depends, in part, on the change in pri-
vate inventories, and the change (or growth) in GDP depends on the
“change in the change” in private inventories.

CHART 6
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Liquidation of wholesale trade inventories slowed.
The slowdown was largely accounted for by dura-
ble-goods industries. Durable-goods inventories of
nonmerchant wholesalers and inventories of motor-
vehicle wholesalers increased in the second quarter af-
ter decreasing in the first. Inventories of professional
and commercial equipment wholesalers increased
faster than in the first quarter.

Farm inventories increased less than in the first
quarter, reflecting a smaller increase in crop invento-
ries and a downturn in livestock inventories.

The ratio of real private nonfarm inventories to final
sales of goods and structures increased to 3.64 from
3.60 (see NIPA table 5.13B). A ratio that includes all fi-
nal sales of domestic businesses was unchanged at
2.02.2 Both ratios have been trending down since the
mid-1970s.

8. Using the ratio that includes all final sales of domestic businesses in the
denominator implies that the production of services results in a demand for
inventories that is similar to that generated in the production of goods and
structures. In contrast, using the “goods and structures” ratio implies that
the production of services does not generate demand for inventories. Both
implications are extreme. Production of some services may require sub-
stantial inventories, while production of other services may not.

Table 6. Real Change in Private Inventories
[Billions of chained (1996) dollars; seasonally adjusted at annual rates]

Change from preceding
Level quarter
2001 2002 2001 2002
I 1] \% | 1] 1] \% | 1l
Change in private inventories.... | -58.3 | -61.8 | -98.4 | -28.9 7.3|| -3.5(-36.6 | 69.5| 36.2
Farm ..o -33 2.0 36 6.4 0.8 5.3 16 28| -56
Construction, mining, and
UIEIES oo 10.3 57 43 16| -0.6|| -46| -14| 27| 22
Manufacturing ..........ccccecvneeee -41.7 | -44.1 | -40.2 -31.9-12.0|| -24 3.9 8.3 199
Durable goods industries -314|-41.0(-352| -259(-14.1|| -9.6 58 93| 11.8
Nondurable goods
industries ... -106 | -3.7| -5.1 -6.0 2.0 69| -14| -09 8.0
Wholesale trade... -95|-251(-268| -19.8| -9.1||-156| -1.7 70| 107
Durable goods industries..... -26.4 | -27.5 | -29.9 -17.0( -7.3|| -1.1| 24| 129 9.7
Nondurable goods
industries .......c.cccceerunce 14.8 12 1.9 -32| -1.9(|-136 0.7 -51 1.3
Retail trade .. .|-172| -3.3|-40.6 138 | 22.2(| 13.9|-37.3| 544 8.4
Of which:
dealers. 54| -1.2|-348 140 | 15.0 42|-336| 488 1.0
Other industries . 14 22 2.3 0 49 0.8 01| -23 49
Addenda:
Motor vehicles. -84 | -04)-335 102 | 20.0 8.0|-33.1| 437 9.8
Autos... =31 0.7 | -12.7 78| 10.8 3.8|-134| 205 3.0
Trucks. -48 | -09|-188 2.8 8.7 39|-179| 216 59

1. Includes inventories held by establishments in the following industries: transportation; communication; finance,

insurance, and real estate; and services.

Note. See note to table 1 for an explanation of chained (1996) dollar series. Chained (1996) dollar levels and residuals

are shown in NIPA tables 5.11B and 8.9B (motor vehicles).

Exports and Imports, next page.
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Exports and Imports
Real exports and real imports both increased more
than in the first quarter (table 7 and charts 7 and 8).
The step-up in imports was larger than in exports.
Imports of goods jumped 28.5 percent after increas-
ing 3.7 percent. All major end-use categories contrib-

September 2002

petroleum, and “other” imports made the biggest con-
tributions.

Imports of services dipped 1.5 percent after increas-
ing 35.7 percent. The downturn was mainly accounted
for by downturns in travel, passenger fees, and royal-

ties and license fees.

CHART 7

uted to the step-up. Consumer goods, autos,

Table 7. Real Exports and Imports of Goods and Services
[Seasonally adjusted at annual rates]

Billions of chained (1996) dollars
Percent change from Real EXPOI'tS
Level Change from preceding quarter Percent
preceding quarter 20
PERCENT CHANGE FROM PRECEDING QUARTER
2002 2001 2002 2001 2002
15
1l 1] \% | Il 1 [\ | Il
Exports of goods and services.... | 1,060.9 | -50.8 | —26.2 8.8 | 30.3||-17.3 | -9.6 35| 123 10 | N -
Exports of goods' ..........ooee... 766.7 | -40.1 | -154 | -6.5| 28.6((-18.6 | -7.9| -3.4 | 164
Foods, feeds, and beverages 614 -21 25 03| -20(|-125| 17.7 15[-12.0
Industrial supplies and 5|0 »MNBNRN
materials........cocoevreennenne 166.0 | -4.0 09| -13| 75| 94 22| =31 202
Capital goods, except
AUtOMOtiVe.......coevveirenees 3278 | -271|-168 | -49| 11.8(|-26.6 [-185| -59| 15.8 l ‘ j
Automotive vehicles, 0 R R N bk
engines, and parts........... 78.1 0 27| -06| 64 02|-139| -3.2| 40.6
Consumer goods, except
automotive 846 | -57| -13| -16| 23|[-229| 56| -75| 11.8 -5 - | ST
Other ............... 482 20 2.1 17| 16([-165| 21.3| 158 | 14.8
Exports of services 2946 | -11.0 | -105| 140| 24||-13.9|-13.8| 217 34
Imports of goods and services ... | 1,555.0 | -46.6 | -19.8 | 29.9| 77.9||-11.8 | -5.3| 8.5 22.8 -10 -
Imports of goods™................... 1,3309 [ -31.9 | -105 | 11.3| 809|| -9.6 | -3.3 37| 285
Foods, feeds, and beverages 54.6 28| 1.0 06| 14|| 23.7| -6.9 471 106
Industrial supplies and -15
materials, except
petroleum and products 165.4 01| -06 23| 46 02| -1.4 59| 119
Eet(ctJItleum %nd produtcts ...... 891| 70| 08| 44| 68||-269| 39|-19.0]| 37.4 o0l 1| T
apital goods, excep
T —— 3001 | 250 | -64| 106 17.0||-226| -65| 11.8| 191 1999 2000 2001 2002
utomotive vehicles, Based on Seasonally Adjusted Annual Rates
c engines, anddparts.....t. ..... 203.5 06| -49 3.1] 162 1.1] -99 6.8 394 v Ad
onsumer gooas, excep CONTRIBUTIONS TO 12.3-PERCENT INCREASE
automotiv 3267 -51| -22 82| 243|| 66| -3.0| 116| 36.2 : :
Other ............ 842| -04| 28| 72| 78|| 20| 149|-303| 47.7 IN REAL EXPORTS IN 2002:1I
Imports of services ' 2247 | -149| -97| 166 | -0.8||-23.2|-16.5| 357 | -15 .

1. Exports and imports of certain goods, primarily military equipment purchased and sold by the Federal Government, FO(?dS, Feeds, and Beverages
are included in services. i
Note. See note to table 1 for an explanation of chained (1996) dollar series. Chained (1996) dollar levels and residuals

are shown in NIPA table 4.4. Percent changes in major aggregates are shown in NIPA table S.1.

ilndustrial Suppli

es and Materials

§Capital Goods, except Automotive

‘Automotive Vehicles, Engines, and Parts

onsumer Goods, except Automotive

-3 0 3 6 9

Percentage points at an annual rate
U.S. Bureau of Economic Analysis
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Exports of goods increased 16.4 percent after de-
creasing 3.4 percent. Capital goods, which account for
almost half of all exported goods, turned up after de-
creasing in the previous four quarters. Autos and in-
dustrial supplies and materials posted hefty gains after
decreasing moderately in the first quarter. Nonauto-
motive consumer goods also increased after declining.

CHART 8

Real Imports

Percent
25

PERCENT CHANGE FROM PRECEDING QUARTER

20

10| = 2 |
5I I 1
o |

.‘ 1| LIJ 1
_5 Il
‘ | | 1 l I L |

-10

45 L1 1 [
ek 2000 2001 2002

Based on Seasonally Adjusted Annual Rates

CONTRIBUTIONS TO 22.8-PERCENT INCREASE
IN REAL IMPORTS IN 2002:11

Foods, Feeds, and Beverages

Industrial Supplies and Materials, except Petroleum

Petroleum and Products

Capital Goods, except Automotive

Automotive Vehicles, Engines, and Parts

Consumer Goods, except Automotive

Other Goods
Services
-6 -3 0 3 6 9

Percentage points at an annual rate

U.S. Bureau of Economic Analysis
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In contrast to these upturns, foods, feeds, and bever-
ages turned down.

Exports of services increased 3.4 percent after surg-
ing in the first quarter. As with imports of services, the
weakening mainly reflected travel, passenger fares, and
royalties and license fees.

Government Spending, next page.
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Government Spending
Government spending slowed in the second quarter.
Federal Government spending increased at about the
same rate as in the first quarter, but State and local

September 2002

sizable decrease in investment (almost all of it in struc-
tures) more than offset an increase in consumption ex-
penditures.

government spending turned down (table 8 and chart
9).

The second-quarter increase in Federal Government
spending reflected increases in both defense spending
and nondefense spending; in the first quarter, defense
spending had accounted for virtually the entire in-
crease. In defense spending, the second-quarter in-
crease was largely accounted for by research and
development and by personnel and weapons support.
In nondefense spending, it largely reflected rises in
purchases by the Commodity Credit Corporation and
in investment in equipment and software. 8

State and local government decreased 1.8 percent
after increasing 4.6 percent. In the second quarter, a

Tabhle 8. Real Government Consumption Expenditures and Gross 2 || N I I B e
Investment | | | I
[Seasonally adjusted at annual rates] 0 ™ | 'IJ 'IJ . JI I L

CHART 9

Real Government Consumption
and Investment

Percent
12

PERCENT CHANGE FROM PRECEDING QUARTER

10

Billions of chained (1996) dollars )
Percent change from
Level Change from preceding quarter
preceding quarter -4 11 ‘ | | ‘ 11| l 11|
2002 2001 2002 2001 2002 ez Ay . 210 Ao
Based on Seasonally Adjusted Annual Rates
Il 1 \% | Il ] \% | Il
- CONTRIBUTIONS TO 1.4-PERCENT INCREASE IN REAL GOVERNMENT
Government consumption CONSUMPTION AND INVESTMENT IN 2002:11
expenditures and gross
investment ™ . 47| 412|228 6.1||-1.1]105| 56| 1.4 _
Federal.. . 17| 183 106 | 11.2 12| 135 74 7.7 i
Nation 7| 41| 125| 105]| 72|| 46| 143| 116 76 National Defense
Consumption expenditure 3339 | 23| 11.9| 76| 72[| 31| 164| 98| 9.0 -
Gross investment 62.1 1.9 03| 32| -01([ 141 21| 235| -0.8
Nondefense ........... - | 2133| 24| 59| 02| 40(| -45|121| 04| 77 Nondefense
Consumption expenditures 166.5| -07| 24| 06| 22| -16| 6.0 15 5.4
Gross investment 473 19| 38| -05| 1.9||-16.0| 41.6| -4.0| 18.0
State and local . -6.1( 23.0( 122 | -49|| 2.3 8.9 46| -1.8
Consumption expenditures... | 8795 | 104 | 89| 52| 36| 50| 42| 24| 17 State and Local
Gross investment .................. 2149|173 | 145| 72| -8.8||-28.1| 32.1 | 14.0 |-14.9 -2 0 2 4

Percentage points at an annual rate
U.S. Bureau of Economic Analysis

1. Gross government investment consists of general government and government enterprise expenditures for fixed
assets; inventory investment is included in government consumption expenditures.

Note. See note to table 1 for an explanation of chained (1996) dollar series. Chained (1996) dollar levels and residuals
are shown in NIPA table 3.8. Percent changes in major aggregates are shown in NIPA table S.1.
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Prices

The price index for gross domestic purchases, which
measures the prices of goods and services purchased by
U.S. residents, increased 2.2 percent in the second
quarter after increasing 1.2 percent in the first (table
9). The step-up was more than accounted for by a
sharp upturn in the price of energy goods and services.
Prices of gross domestic purchases less food and en-
ergy increased 1.4 percent, the same as in the first
quarter (chart 10).

Prices of personal consumption expenditures in-
creased 2.5 percent after increasing 1.1 percent. Energy
prices also accounted for most of this step-up.

Prices paid by government increased 2.9 percent af-
ter increasing 3.6 percent. Prices paid by the Federal
Government slowed sharply after a first-quarter surge

Table 9. Percent Changes in Prices
[Annual rates; based on seasonally adjusted index numbers (1996=100)]

2001 2002

Gross domestic product.....

Less: Exports of goods and services
Plus: Imports of goods and services ...

Equals: Gross domestic purchases............ -0.2 04 1.2 2.2
Less: Change in private inventories

Equals: Final sales to domestic purchasers 0.1

Personal consumption expenditures ....... 0.1
Durable goods........
Nondurable goods ..
Services

Private fixed investment
Nonresidential

Structures..
Equipment
Residential

Government consumption expenditures
and gross investment............cccooueeennn.
Federal

National defense.
Nondefense ...
State and local.....

Addenda:
Gross domestic purchases:
Food

b

3

1
:’L.—‘.—‘

|
!
®¢ Sop=Npo
Shwhoo ocuvioowINMNS o

WWNNN N2LO=ONRNN N
SO MNwhvooor N

—~ONow

|
OO0 WO WWw—o O
WwWN=hW Nooo—mvigimio o
|

35

Energy -21.6
Less food and energ 0.6
Personal consumption expenditures: 35
1.3

0.7

|
—or N
EN NN NS

Food
Energy goods and services !
Less food and energy

v rohn

1. Consists of gasoline, fuel oil, and other energy goods and of electricity and gas.
Norte. Percent changes in major aggregates are shown in NIPA table 8.1. Index numbers are shown in
tables 7.1,7.2,and 7.4.
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that reflected a pay raise for civilian and military per-
sonnel.

Prices of private nonresidential fixed investment de-
creased less than in the first quarter. Prices of struc-
tures increased after three consecutive quarterly
decreases. Prices of equipment and software decreased
about the same as in the first quarter.

Prices of residential investment increased after no
change. Prices of single-family and multifamily struc-
tures turned up, and prices of “other” structures in-
creased more than in the first quarter.

The GDP price index, which measures the prices
paid for goods and services produced in the United
States, increased 1.1 percent—half as much as the price
index for gross domestic purchases. The GDP index,
unlike the index for gross domestic purchases, includes
the prices of exports and excludes the prices of im-
ports. Import prices and export prices both increased
in the second quarter, but the increase in import prices
(largely reflecting petroleum prices) was considerably
larger.

CHART 10

Gross Domestic Purchases Prices:
Change From Preceding Quarter

Percent
4

M Total
Less Food and Energy

2 | | |
1999 2000 2001

Note—Percent change at annual rate from preceding quarter;
based on seasonally adjusted index numbers (1996=100).

2002

U.S. Bureau of Economic Analysis

Revisions, next page.
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Revisions

The preliminary estimate of a 1.1-percent increase in
real GDP in the second quarter is identical to last
month’s advance estimate because revisions to the
components of GDP were offsetting (table 10). In the
past 20 years, the average revision, without regard to
sign, from the advance estimate to the preliminary es-
timate has been 0.5 percentage point.

Change in private inventories and consumer expen-
ditures for nondurable goods were revised up; their
contributions to the change in real GDP were revised
up 0.25 percentage point and 0.14 percentage point,
respectively. The revision to inventories reflected the
incorporation of revised (May) and newly available
(June) data from the Census Bureau, mainly for retail
trade and manufacturing. The revision to nondurable

Tahle 10. Revisions to Change in Real Gross Domestic
Product and Prices, Second Quarter 2002
[Seasonally adjusted at annual rates]

Percent change from Preliminary estimate
preceding quarter minus advance estimate
Billions of
Advance | Preliminary | Percentage | chained
estimate | estimate points (1996)
dollars
Gross domestic product. 11 11 0.0 1.7
Less: Exports 1.7 12.3 0.6 1.4
Goods 15.2 16.4 1.2 2.0
Service 41 34 -0.7 -0.5
Plus: Imports.. 235 22.8 -0.7 2.1
Goods.... 28.9 28.5 -04 -1.0
Services.. 0.1 -15 -1.6 -0.9
Equals: Gross domestic
PUrChases ............cccooovvunriennes 2.8 2.7 -0.1 -1.1
Less: Change in private inventories 6.3
Equals: Final sales to domestic
purchasers ... 1.6 1.3 -0.3 -1.2
Personal consumption
expenditures 1.9 1.9 0.0 -04
Durable goods.... 24 2.2 -0.2 -05
Nondurable goods .. -0.6 0.1 0.7 3.3
Services.......coon. 3.0 2.7 -03 -3.1
Private fixed investment . 0.3 -1.2 -15 -5.7
Nonresidential .... -1.6 -2.6 -1.0 -2.9
Structures... -14.0 -17.7 -3.7 -2.6
Equipment a 2.9 31 0.2 0.4
Residential...... 5.0 2.3 2.7 -2.5
Government consf
expenditures and gross
investment.. 18 14 -04 -14
Federal........ 74 7.7 0.3 0.4
National defense. 8.0 7.6 -04 -0.3
Nondefense ... 6.3 7.7 14 0.7
State and local..... . -1 -18 -0.7 -1.9
Addenda:
Final sales of domestic product. -0.1 -0.3 -0.2 -4.2
Gross domestic purchases price
i . 2.1 22 0.1
. 1.2 11 -0.1

Note. The preliminary estimates for the second
quarter of 2002 incorporate the following revised
or additional major source data that were not avail-
able when the advance estimates were prepared.

Personal consumption expenditures: Retail
sales for May and June (revised), consumers’
share of new-car purchases for June, average unit
value for domestic new autos for June (revised),
consumers’ share of new-truck purchases for
June, and brokerage services data for the second
quarter.

Nonresidential fixed investment: Construction
put-in-place for April and May (revised) and June,
manufacturers’ shipments of machinery and
equipment for May and June (revised), and manu-
facturers’ shipments of complete civilian aircraft
for May (revised) and June.

Residential fixed investment: Construction put-
in-place for April and May (revised) and June.

Change in private inventories: Manufacturing
and trade inventories for May (revised) and June.

Exports and imports of goods and services:
Exports and imports of goods for May (revised)
and June.

Government consumption expenditures and
gross investment: Monthly Treasury Statement
detailed data for June, and State and local govern-
ment construction put-in-place for April and May
(revised) and June.

Wages and salaries: Employment, average
hourly earnings, and average weekly hours for
May and June (revised).

GDP prices: Detailed merchandise export and
import price indexes for April through June
(revised), unit-value index for petroleum imports
for May (revised) and June, and housing prices for
the second quarter.
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goods reflected the incorporation of revised retail sales
data from the Census Bureau for June.

The largest downward revision was to consumer ex-
penditures for services; its contribution to the change
in real GDP was revised —0.14 percentage point. The
revision reflected the incorporation of newly available
data on brokerage and investment counseling from the
Securities and Exchange Commission. Nonresidential
structures (mainly buildings) and residential invest-
ment (mainly multifamily structures) were also revised
down; the contribution of each was revised —0.12 per-
centage point. These revisions reflected the incorpora-
tion of revised (April and May) and newly available
(June) data on the value of construction put-in-place.
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Corporate Profits
Profits from current production decreased $13.4 bil-
lion (or 1.7 percent at a quarterly rate) in the second
quarter after decreasing a similar amount in the first
(table 11).°

The decrease in current-production profits con-
trasts with a $17.0 billion (2.7 percent) increase in
profits before tax.!” The difference between the two
measures mainly reflects a decrease in the capital con-
sumption adjustment.

Current-production profits consists of profits of do-
mestic corporations and profits from the rest of the
world." Profits of domestic corporations, both nonfi-
nancial and financial, changed little after increasing.
Profits from the rest of the world decreased, though
not as much as in the first quarter.

For domestic nonfinancial corporations, the flatness
in profits reflected the offsetting effects of a decrease in
profits per unit and an increase in output.'?

For domestic financial corporations, the flatness in
profits mainly reflected modest increases in profits of
depository institutions that were offset by a modest de-
crease in profits of “other” financial corporations
(such as real estate investment trusts and federally
sponsored credit agencies).

For profits from the rest of the world, the sec-
ond-quarter decrease reflected a smaller increase in re-

9. Profits from current production is estimated as the sum of profits
before tax, the inventory valuation adjustment, and the capital consump-
tion adjustment; it is shown in NIPA tables 1.9, 1.14, 1.16, and 6.16C (see
“Selected NIPA Tables,” which begins on page D-2 of this issue) as corpo-
rate profits with inventory valuation and capital consumption adjustments.

Percent changes in profits are shown at quarterly, not annual, rates.

10. Profits before tax is based on inventory and depreciation practices
used in tax accounting, whereas the current-production measure—which
excludes nonoperating items, such as special charges and capital gains and
losses—is based on depreciation of fixed assets and inventory withdrawals
valued at current cost.

11. Profits from the rest of the world is calculated as (1) receipts by U.S.
residents of earnings from their foreign affiliates plus dividends received by
U.S. residents from unaftfiliated foreign corporations minus (2) payments
by U.S. affiliates of earnings to their foreign parents plus dividends paid by
U.S. corporations to unaffiliated foreign residents. These estimates include
capital consumption adjustments (but not inventory valuation adjust-
ments) and are derived from BEA’s international transactions accounts.

12. “Output” here is nonfinancial corporate gross product. It is a measure
of the contribution, or value added, of nonfinancial corporations to the
Nation’s output, and it is measured as the sum of incomes generated by
these businesses.
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ceipts than in payments.

Cash flow from current production, a profits-re-
lated measure of internally generated funds available
for investment, decreased $11.5 billion after decreasing
$36.3 billion."* The ratio of cash flow to nonresidential
fixed investment, an indicator of the share of the cur-
rent level of investment that could be financed by in-
ternally generated funds, slipped from 86.9 percent to
86.7 percent. (During the expansion of the 1990s, the
ratio averaged 82.2 percent.)

13. Cash flow from current production is undistributed profits with
inventory valuation and capital consumption adjustments plus the con-
sumption of fixed capital.

Table 11. Corporate Profits

[Seasonally adjusted]

Billions of dollars
(annual rate) Percent change
(quarterly rate)
Level | Change from preceding quarter
2002 2001 2002 2001 2002
I 1} \% | Il 1l \% | 1l
Profits from current production {784.2 | -34.2 | 124.2 | -13.8
Domestic industries.. ... | 666.4| -15.6| 101.4 18.9
Financial ...... 2134 -255| 555| 154
Nonfinancial 453.0 99| 46.0 3.4
Rest of the world . 117.8| -18.6| 229| -327
Receipts (inflows). X -11.2| -111 5.3
Payments (outflow: 511 7.3 | -33.8 37.9
IVA -46| 151 18.3 | -25.3
CCAdj . 132.4| 16.6| 161.2| —28.8
Profits before ta; 656.4 | 659 -55.2| 40.3
Profits tax liability. 2122 | -16.9| -25.6| 31.8
Profits after tax 4442 | -49.0| -29.6 85
Profits from current production
less tax liability .................. 72.0 | -17.4| 149.9 | -45.6 | -23.2|| -3.4| 305 -7.1| -3.9
Cash flow from current
Production .......c...cceeeeeerneennne 967.8 | 409| 1005| -36.3| -11.5|| 47| 11.0| -3.6| -1.2
Domestic industry profits:
Corporate profits of domestic
industries with [VA 534.0| -32.2| -59.8| 47.7| 247|| 58| -115| 103 | 49
Financial ...... 3| -289( 374| 181 3.1|[-15.1 230 90| 14
Nonfinancial -33| -97.2| 296| 216|| 09| -271| 13| 74
Dollars
Unit price, costs, and profits of
nonfinancial corporations:
Unit price . -0.009 | -0.002 | -0.001
Unit labor . -0.013 | -0.002 | -0.001
Unit nonlabor cost 0.005 | -0.003 | -0.001 | 0.002
Unit profits from current
production .......c..cccvrreenne 0.087 | 0.002 | 0.008 0| =0.001 | [cevvee | covver | eevereee | e

Nore. Levels of these and other profits series are shown in NIPA tables 1.14, 1.16, 6.16C, and 7.15.
IVA Inventory valuation adjustment
CCAdj Capital consumption adjustment

Government Sector, next page.
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Government Sector

The combined current deficit of the Federal Govern-
ment and of State and local governments increased
$33.1 billion, to $228.3 billion, in the second quarter
after increasing $186.3 billion in the first (table 12).1
The second-quarter increase was more than accounted
for by an increase in the Federal current deficit. The
State and local current deficit decreased in the second
quarter after increasing in the first.

Federal

The Federal Government current deficit increased
$41.6 billion, to $185.1 billion, in the second quarter
after a shift of $164.8 billion from a surplus to a deficit

Business Situation
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Current expenditures. Current expenditures in-
creased $44.0 billion in the second quarter after in-
creasing $59.5 billion in the first. The deceleration was
more than accounted for by decelerations in transfer
payments and consumption expenditures. Net interest
paid turned up, and grants-in-aid to State and local
governments accelerated.

“Transfer payments (net)” increased $5.9 billion af-
ter increasing $46.0 billion. Transfer payments to the
rest of the world decreased $14.3 billion after a $7.5

Table 12. Government Sector Current Receipts and Expenditures
[Billions of dollars, seasonally adjusted at annual rates]

in the first. Current receipts turned up, and current ex- .
. Level Change from preceding quarter
penditures decelerated. 0 oo 0
Current receipts. Federal current receipts increased
e . I M v | I
$2.3 billion in the second quarter after decreasing
11 . Ci t ipt 2,885.3 -173.2 107.9 -114.0 13.2
$105.3 billion in the first. The upturn was mostly ac-  Girrent expendiiiies 51137| %8| 88| 724| 464
counted for by a smaller decrease in personal tax and Current surplus or deficit () 2283 | -2100 80.0| -1863| -33.1
nontax receipts. In contrast, corporate profits tax ac-  Social insurance funds 529 14| -121| 114|120
. A P ther 2813 | -199.0 1012 -1750 212
cruals and contributions for social insurance deceler- Federal
ated. Current receipts 1,889.3 -176.3 96.3 -105.3 2.3
. Personal tax and nontax receipts.. 862.9 -159.4 125.1 -149.4 -13.2
Personal tax and nontax receipts decreased $13.2  Corporate profits tax accruals 1789 152 =251 276 84
e . o, Indirect business tax and nontax accruals.... 110.1 2.7 —2.2 1.1 1.7
billion after decreasing $149.4 billion. The smaller de-  Contributions for social insurance............ 737.4 10 -5 155 53
crease was accounted for by personal income taxes, Current expenditures 2,0745 19.9 233 59.5 440
o 1114 o Consumption expenditure: 581.2 3.0 15.7 22.7 14.9
which decreased $12.8 billion after decreasing $149.0  Consumetion expenc 2 o1 1Ly &I 189
billion. Within personal income taxes, nonwithheld in-  ; fjafdeerse ... A S ) B as
come taxes decreased $9.6 billion after decreasing ) To {’ﬁgi@gjagﬁwgr,gl | z;‘g‘gs‘ 122 1%5 3Z;§ _?g:g
$99.5 billion; the large first-quarter decrease primarily géz”iﬁ}'r”e;‘l’t'péﬂ:.f‘.’.tff?“.‘.;4“.???.'?????? 2146| e8| 20| —a1| 61
: te :
reflected lower projected 2002 levels for final settle- ”géiéﬁgsm?niZ%{L‘i,”miéé‘?_”i? 4444444444444444444 463 199|200 NI
. . 11 Sidies . .. =19 . .
ments. Withheld income taxes decreased $3.2 billion " OF which Rgricuitural subsidies 216 %03 01 10 01
. 11 Less: Current surplus of government
after decreasing $49.5 billion; the large first-quarter enterprise 08 05 07 07 09
. . Less: Wage accruals less dishursements ..... 0.0 0.0 0.0 0.0 0.0
decrease primarily reflected the effect of the new 10- -
b k bl h d b h E . Current surplus or deficit (=) ....cocvveveveeennes -185.1 -196.1 73.0 -164.8 -41.6
percent tax rac e.t esta IS' e . Y the conomic Social insurance funds ............c.ccoeeeervrnnein 53.1 =111 -12.1 -11.3 -12.0
Growth and Tax Relief Reconciliation Act of 2001. ther 2382|1851 81| -1535| 296
. 1 State and local
Corporate profits tax accruals increased $8.4 billion Current receipts... 1305.6 75 996 58 26
after increasing $27.6 billion. The deceleration re-  personal taxand nontax receipts.. 269.2 53 27| 183 3.2
. . . Corporate profits tax accruals 332 -1.7 -0.5 4.3 1.2
flected the smaller increase in domestic corporate prof-  indirect business tax and nontax accruals .. | 6842 056 93 53 64
its before tax Fotoralaramean g oo g | 05| 180| 28| 17
. ederal grants-in-al . =10. A " R
Contributions for social insurance increased $5.3 Current expenditures 13488 6.4 135 15.8 19.7
A ; ; i ; Consumption expenditure 1031.0 95 8.1 95 133
billion after increasing $15.5 billion. The deceleration Ilratnsfter%atymeggs haiure 507 7 i i £
1 ] 1 ] 1 ] et interest paid .............. -1, . . -0. .
primarily reflected a deceleration in contributions for Les BNt i by vt 12 92 62 o 9
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14. The combined current surplus or deficit of the Federal Government

1. Net lending or borrowing is conceptually similar to net financial investment in the flow-of-funds accounts prepared by
the Board of Governors of the Federal Reserve System. The two measures differ primarily because government net lending
or borrowing is estimated from data for transactions, whereas net financial investment is estimated from data for financial
assets. There are also small conceptual differences, such as the classification of the Federal Government’s railroad retire-
ment and veterans life insurance programs.

and State and local governments is the NIPA measure of net saving by gov-
ernment. Net saving equals gross saving less consumption of fixed capital.
These estimates are shown in NIPA table 5.1.
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billion increase. The downturn was mostly accounted
for by a payment of $2.4 billion ($9.6 billion at an an-
nual rate) to Israel for economic support in the first
quarter. Transfer payments to persons increased $20.3
billion after a $38.5 billion increase. The deceleration
was mostly accounted for by a deceleration in benefit
payments for social security (old-age, survivors, and
disability insurance) and for earned income and child
tax credit support income; the first-quarter payments
for these and other programs were boosted $12.5 bil-
lion by a 2.6-percent cost-of-living adjustment. Trans-
fer payments to regular unemployment programs and
to nonprofit institutions also decelerated.

Consumption expenditures increased $14.9 billion
after a $22.7 billion increase. The deceleration was
mostly accounted for by defense consumption expen-
ditures, which increased $10.4 billion after increasing
$16.1 billion. Within defense consumption expendi-
tures, services decelerated, increasing $9.5 billion after
a $15.8 billion increase. Within services, compensation
of employees increased $2.0 billion after increasing
$8.7 billion; first-quarter compensation was boosted
$7.5 billion by a pay raise in January 2002. In contrast,
“other services” (which includes expenditures for re-
search and development, for transportation of materi-
als, for travel of persons, and for other services),
increased $7.3 billion after a $6.8 billion increase. Du-
rable goods decelerated, increasing $0.2 billion after a
$0.6 billion increase; spending on parts for missiles
and for computers turned down, and spending on
parts for ships decelerated. Nondurable goods in-
creased $0.8 billion after decreasing $0.4 billion; the
upturn was more than accounted for by an upturn in
spending for “other” nondurable goods and an acceler-
ation in spending for petroleum products.

Nondefense consumption expenditures increased
$4.5 billion after an increase of $6.7 billion. The decel-
eration was more than accounted for by a deceleration
in services. Within services, compensation of employ-
ees increased $1.1 billion after an increase of $6.1 bil-
lion; first-quarter compensation was boosted $2.7
billion by the January 2002 pay raise and $1.7 billion
by other labor income (which includes premiums for
health insurance and other benefits). “Other services”
(which includes expenditures for sales of services and
for other services) increased $1.3 billion after decreas-
ing $0.2 billion. Nondurable goods increased $1.5 bil-
lion after increasing $0.3 billion; the acceleration
largely reflected an upturn in Commodity Credit Cor-
poration inventory change, an acceleration in the pur-
chases of crude oil for the Strategic Petroleum Reserve,
and an upturn in spending for petroleum products.

Net interest paid increased $6.1 billion after a de-
crease of $13.1 billion. Gross interest paid increased
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$6.3 billion after decreasing $13.8 billion, primarily re-
flecting an upturn in interest paid to persons and busi-
ness.

Grants-in-aid to State and local governments accel-
erated, increasing $17.3 billion after increasing $2.9
billion. Grants for State Medicaid programs and for
welfare and social services accelerated, and grants for
housing and community services, for central executive,
legislative and judicial activities, and for natural re-
sources turned up.

State and local

The State and local government current deficit de-
creased $8.5 billion in the second quarter after increas-
ing $21.5 billion in the first. Current receipts turned
up, and current expenditures accelerated.

Current receipts. State and local government cur-
rent receipts increased $28.2 billion after decreasing
$5.8 billion. The upturn was more than accounted for
by an upturn in personal tax and nontax receipts and
an acceleration in Federal grants-in-aid.

Personal tax and nontax receipts increased $3.2 bil-
lion after decreasing $18.3 billion. The upturn was
mostly accounted for by personal income taxes, which
increased $2.2 billion after decreasing $19.0 billion.

Current expenditures. Current expenditures in-
creased $19.7 billion after increasing $15.8 billion. The
acceleration was mostly accounted for by an accelera-
tion in consumption expenditures and a smaller de-
crease in “subsidies less current surplus of government
enterprises.” In contrast, transfer payments deceler-
ated.

Consumption expenditures increased $13.3 billion
after increasing $9.5 billion. The acceleration was more
than accounted for by nondurable goods, which in-
creased $5.0 billion after increasing $1.4 billion.
Within nondurable goods, petroleum products accel-
erated.

“Subsidies less current surplus of government enter-
prises” decreased $0.9 billion after decreasing $1.5 bil-
lion. Subsidies decreased $0.2 billion after decreasing
$1.5 billion, reflecting continued decreases in electric-
ity purchases by the State of California.

Transfer payments to persons increased $7.3 billion
after an increase of $8.0 billion. The deceleration was
mostly accounted for by Medicaid payments, which in-
creased $6.6 billion after increasing $7.2 billion.

Net lending or net borrowing

“Net lending or net borrowing(—)” is an alternative
measure of the government fiscal position. Net lending
is the financing requirement of the government sector
and is derived as the current surplus plus the
consumption of fixed capital and “capital transfers
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received (net)” less gross investment and net purchases
of nonproduced assets.'”* The government financing re-
quirement continued to deteriorate; net borrowing in-
creased $29.5 billion in the second quarter after
increasing $193.7 billion in the first. Federal net bor-
rowing increased $45.9 billion as a result of the in-
crease in the current deficit. State and local net

15. Net lending or net borrowing estimates are shown in NIPA tables
3.1-3.3.
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borrowing decreased $16.4 billion as a result of the de-
creases in gross investment and in the current deficit.
Government gross investment decreased $7.2 billion
after increasing $10.3 billion. The downturn was more
than accounted for by State and local government
gross investment, which decreased $9.1 billion after in-
creasing $8.0 billion. The downturn was mostly ac-
counted for by investment in structures, which
decreased $8.5 billion after increasing $9.4 billion.
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